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PRE-FILED VERIFIED DIRECT TESTIMONY OF KAMRAN ALI 
ON BEHALF OF 

INDIANA MICHIGAN POWER COMPANY 
 
Q. Please state your name and business address. 1 

A. My name is Kamran Ali. My business address is 8500 Smiths Mill Road, New 2 

Albany, Ohio 43054. 3 

Q. By whom are you employed and in what capacity? 4 

A.  I am employed by the American Electric Power Service Corporation (AEPSC) as 5 

Managing Director of Transmission Planning. AEPSC supplies engineering, 6 

financing, accounting, planning, advisory, and other services to the subsidiaries of 7 

the American Electric Power (AEP) system, one of which is Indiana Michigan 8 

Power Company (I&M or the Company). 9 

Q. Please briefly describe your educational background and business 10 

experience. 11 

A.  I received a Bachelor of Science – Electrical Engineering degree from the 12 

University of Alabama in Tuscaloosa, Alabama and a Master of Science –Electrical 13 

Engineering degree from Kansas State University in Manhattan, Kansas. I also 14 

received a Master of Business Administration degree from Ohio University in 15 

Athens, Ohio.  I was employed by SMC Electrical in 2004 as an electrical engineer. 16 

In 2006, I joined AEP as a Substation Engineer. In 2007, I transferred to 17 

Transmission Planning, where I advanced through increasing levels of 18 

responsibility. In December 2018, I assumed the position of Managing Director, 19 

Transmission Planning, which includes organizing and managing all activities 20 

related to assessing the adequacy of AEP's transmission network to meet the 21 
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needs of its customers in a reliable, cost effective, and environmentally compatible 1 

manner. 2 

Q. Have you previously testified before any regulatory commissions?  3 

A.  Yes, I have testified before the Public Utilities Commission of Ohio and submitted 4 

testimony before the Indiana Utility Regulatory Commission (Commission), the 5 

Michigan Public Service Commission, the Kentucky Public Service Commission, 6 

Maryland Public Service Commission, and the Pennsylvania Public Utility 7 

Commission on behalf of various other electric operating companies of the AEP 8 

system. 9 

I.  PURPOSE OF TESTIMONY 10 

Q. What is the purpose of your testimony in this proceeding? 11 

A.  My testimony describes the transmission system that is necessary for the provision 12 

of retail service and supports the recovery of the transmission costs charged to 13 

I&M as a result of its membership in the PJM RTO. In particular, I&M incurs 14 

charges under the PJM tariffs approved by the Federal Energy Regulatory 15 

Commission (FERC), including the PJM Open Access Transmission Tariff (PJM 16 

OATT). My testimony supports the nature and reasonableness of those costs and 17 

demonstrates that the Off System Sales Margin Sharing/PJM Cost Rider 18 

(OSS/PJM Rider) remains an appropriate recovery mechanism. Company witness 19 

Williamson details the Company’s proposals in this proceeding regarding the 20 

OSS/PJM Rider.  Company witness Nollenberger describes how I&M’s traditional 21 

embedded transmission costs and I&M’s revenues as a PJM transmission owner 22 

are removed from I&M’s cost of service for the purposes of this proceeding. 23 
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Q. Are you sponsoring any attachments in this proceeding? 1 

A.  Yes. I support the following attachments: 2 

• Attachment KA-1 – AEP Guidelines for Transmission Owner Identified 3 

Needs 4 

• Attachment KA-2 - Presentation Slides from the April 23, 2019 Meeting of 5 

the Subregional RTEP Committee – Western 6 

• Attachment KA-3 – AEP Transmission Agreement 7 

Q. Were these attachments prepared or assembled by you or under your direct 8 

supervision? 9 

A.  Yes. 10 

II.  I&M’S TRANSMISSION SYSTEM 11 

Q. Please describe I&M’s transmission system. 12 

A.  I&M’s transmission system is a highly networked grid that delivers electricity from 13 

generation sources to the retail and wholesale consumers served by I&M.  There 14 

are approximately 4,900 circuit miles of transmission lines in the I&M system, 15 

stretching from the eastern Indiana border with Ohio to the shore of Lake Michigan 16 

in southeastern Michigan, as well as extending to western and southeastern 17 

Indiana, connecting current and former I&M generation sources with the 18 

Company’s service territory.  Approximately 4,100 of these circuit miles are within 19 

Indiana.  The voltage levels of I&M’s transmission system range from 34.5 kV to 20 

765 kV and can be divided into three categories based on voltage level: extra high 21 

voltage (EHV) (above 200 kV), transmission (100 kV to 200 kV), and sub-22 
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transmission (34.5 kV to 100 kV).  Finally, I&M’s transmission system includes 1 

approximately 187 transmission substations, 140 of which are located in Indiana. 2 

Q. Please explain how I&M’s transmission system is interconnected with the 3 

transmission system of other electric utilities. 4 

A.  The I&M transmission system is part of the PJM RTO and is interconnected with 5 

Ohio Power Company, American Transmission Systems, Inc., Dayton Power and 6 

Light Co., ComEd, and transmission providers in the Midcontinent Independent 7 

System Operator (MISO) RTO. I&M is also interconnected with various rural 8 

electric cooperatives and municipal electric utilities. 9 

Q. Please describe the overall condition of I&M’s transmission plant. 10 

A.  The Company’s transmission facilities are revitalized and maintained in 11 

accordance with AEP standards that are based on industry regulations and good 12 

utility practices.  Like other members of our industry, the Company is addressing 13 

the challenges of aging infrastructure along with the need to modernize 14 

transmission facilities, comply with regulations, and adapt to a changing generation 15 

portfolio.  16 

Q. Please explain. 17 

A.  The AEP transmission system has evolved over the last century. In the recent past, 18 

the majority of transmission investment has been directed towards constructing 19 

facilities to address RTO-identified constraints due to a shift in generation portfolio. 20 

In addition, some investment has focused on connecting new demand while 21 

maintaining compliance with changing federal and regional reliability standards. 22 

More recently, investment has been refocused to address aging grid infrastructure 23 



KAMRAN ALI – 5 
  

 
and resilience, to maintain and improve reliability, and to protect the grid from 1 

physical and cyber threats.  2 

Finally, I&M expects that the transmission system will continue to evolve 3 

and change through technological advancements such as the adoption of electric 4 

vehicles, integration of renewable resources, retirement of fossil fuel based 5 

generation, and the implementation of new customer programs. 6 

Q. Is I&M’s transmission system currently adequate to serve its customers’ 7 

load reliably? 8 

A.  Yes. I&M’s transmission system is compliant with all federal and regional reliability 9 

standards. I&M will continue to invest appropriately in its transmission assets to 10 

provide reliable electric service to its customers.  11 

Q. How are AEP and I&M addressing the issue of aging transmission 12 

infrastructure? 13 

A.  Transmission assets on the I&M system are aging. For example, I&M generally 14 

considers 70 years to be the life expectancy for conductors. As of January 2019, 15 

I&M’s average conductor age was roughly 49 years of service. Additionally, over 16 

1,200 line miles are 60 years of age or older.  17 

Although asset age is an important consideration, AEP and I&M develop 18 

transmission projects based on a number of factors, including the performance and 19 

condition of each asset and the risk that the failure of each poses to the system 20 

and connected customers. As the I&M infrastructure continues to age, the 21 

associated risk for any given asset increases. AEP and I&M are implementing 22 

solutions to address these needs on the system. 23 
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III.  PJM INTERCONNECTION 1 

Q. What is PJM? 2 

A.  FERC Order 2000 introduced the concept of an RTO or Independent System 3 

Operator (ISO) whose purpose is to promote the regional administration of high-4 

voltage transmission and ensure non-discriminatory access to transmission 5 

systems. PJM Interconnection is a FERC-approved RTO that coordinates and 6 

administers the movement of wholesale electricity in all or parts of thirteen states 7 

and the District of Columbia. The Commission approved I&M’s transfer of 8 

functional operation of its transmission facilities to PJM by its Order dated 9 

September 20, 2003, in consolidated Cause Nos. 42350 and 42352. The AEP 10 

System–East Zone (AEP Zone), which includes I&M, integrated its operations with 11 

PJM and began participating in the PJM energy market on October 1, 2004. 12 

Q. How do PJM and AEP coordinate planning and operation of I&M’s 13 

transmission system? 14 

A.  I&M’s transmission system is part of the AEP eastern transmission system, which 15 

consists of the transmission facilities of ten AEP operating or transmission 16 

companies including I&M and AEP Indiana Michigan Transmission Company. This 17 

expansive system allows the economical and reliable delivery of electric power for 18 

all AEP customers.  19 

 Planning and operation of the system is integrated through the coordinated 20 

efforts of the AEP Transmission Department (AEP Transmission), a business unit 21 

of AEPSC, and PJM. AEP Transmission works closely with neighboring utilities, 22 

other interconnected entities, and PJM to plan and operate the transmission grid. 23 
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RTOs align the transmission planning and operating requirements set out in each 1 

RTO’s protocols and operating criteria, as further defined through North American 2 

Electric Reliability Corporation (NERC) requirements. I&M has input into the RTO 3 

planning process through AEP Transmission, but the costs allocated to I&M for the 4 

grid infrastructure investment in PJM outside I&M’s service territory are not within 5 

I&M’s direct control. 6 

Q. How does I&M participate in PJM? 7 

A. I&M currently has three distinct roles within PJM: (1) Generator, (2) Load Serving 8 

Entity (LSE), and (3) Transmission Owner (TO). There are various charges and 9 

credits that the Company experiences resulting from each role. I will primarily 10 

discuss the roles of an LSE and TO. 11 

Q. How is I&M charged for using the PJM transmission system? 12 

A.  As an LSE, I&M is charged for costs associated with the functional operation of the 13 

transmission system, management of the PJM markets, and general 14 

administration of the RTO, irrespective of whether it owns the facilities that are 15 

being used. As such, I&M pays to use the PJM transmission system, including its 16 

own assets, through charges that are based upon I&M’s demand on the system.  17 

The costs include charges for I&M’s purchase of Network Integration Transmission 18 

Service (NITS) under the PJM OATT to serve its retail customers. I&M can incur 19 

NITS costs due to projects constructed by other transmission owners within the 20 

AEP Zone. I&M can also incur Transmission Enhancement Charges for projects 21 

constructed by other transmission owners outside of the AEP Zone.  22 
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Q. Does I&M receive compensation from PJM as a TO? 1 

A.  Yes.  I&M is compensated by PJM for owning and operating transmission assets 2 

as a TO.  3 

Q. Please identify the types of PJM transmission costs incurred by I&M. 4 

A.  I&M incurs costs and offsetting revenues in accordance with the FERC-approved 5 

PJM OATT and Operating Agreement, which currently include the following:  6 

• NITS pursuant to PJM OATT Attachments H-14 and H-20. 7 

• Firm and Non-Firm Point-to-Point (PTP) Revenues pursuant to PJM OATT 8 

Schedules 7 and 8. 9 

• TO Scheduling, System Control, and Dispatch Service pursuant to PJM 10 

OATT Schedule 1A. 11 

• AEP RTO Start-up Cost Recovery Charges (SCRC) pursuant to PJM OATT 12 

Attachment H-14. 13 

• PJM RTO Administration fees and other charges pursuant to PJM OATT 14 

Schedules 9 and 10. 15 

• PJM Transmission Enhancement Charges pursuant to PJM OATT 16 

Schedule 12. 17 

• Default Allocation Assessments, and any refunds of such assessments, 18 

pursuant to Section 15.2 of the PJM Operating Agreement.  19 

From time to time, PJM modifies the charges and revenues related to 20 

membership within PJM and for transmission service; as a result, the list above 21 

may not be fully representative of I&M’s PJM-related charges and revenues in the 22 

future. 23 
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Q. What are PJM NITS charges? 1 

A.  NITS charges represent the cost for I&M and other PJM network customers to 2 

integrate, economically dispatch, and regulate their current and planned network 3 

resources to service their network load. NITS charges in the AEP Zone are derived 4 

from the transmission investments of all TOs in the AEP Zone. 5 

Q. Please identify other PJM costs incurred by I&M. 6 

A.  I&M incurs expenses and receives credits from PJM for other activities associated 7 

with I&M’s role as a Generator and LSE. These charges and credits include net 8 

transmission congestion charges and other ancillary services such as: 9 

• Scheduling, System Control & Dispatch Service; 10 

• Reactive Supply and Voltage Control Service; 11 

• Regulation and Frequency Response Service; 12 

• Synchronized Reserve Service; 13 

• Supplemental Reserve Service; and 14 

• Black Start Service. 15 

  These expenses are included in the “Non-NITS” costs in Figure KA-2 below. 16 

IV.  TRANSMISSION PLANNING AND EXPANSION 17 

Q. Please describe the PJM Regional Transmission Expansion Plan (RTEP) 18 

process. 19 

A.  The PJM RTEP process is a 24-month planning process that identifies reliability 20 

issues over a 15-year horizon. The 24-month planning process consists of 21 

overlapping 18-month planning cycles to identify and develop shorter lead-time 22 

transmission upgrades and one 24-month planning cycle to provide sufficient time 23 
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for the identification and development of longer lead-time transmission upgrades 1 

that may be required to satisfy planning criteria. 2 

Q. What types of projects result from the RTEP process? 3 

A.  AEP Transmission participates on I&M’s behalf in the PJM planning process, which 4 

is guided by PJM, NERC, ReliabilityFirst Corporation (RFC) and AEP planning 5 

criteria. The process results in three different categories of projects: Baseline 6 

Upgrades, Network Upgrades and Supplemental Upgrades (also called “Owner 7 

Projects”). Each category is described below.  8 

The first project category is Baseline Upgrades. Using the aforementioned 9 

criteria and guidelines, PJM and I&M, in conjunction with AEP, identify needs that 10 

are a result of a criteria violation. Baseline projects include transmission 11 

expansions or enhancements that are required to achieve compliance with respect 12 

to PJM’s system reliability, operational performance, or market efficiency 13 

requirements as determined by PJM’s Office of the Interconnection, as well as 14 

projects that are needed to meet Transmission Owners’ local transmission 15 

planning criteria. The cost of Baseline Upgrades are allocated to the benefiting 16 

zones based on the following mechanisms1:  17 

• 345 kV single-circuit or lower voltage facilities are cost allocated based on 18 

solution-based distribution factors (DFAX).   19 

• The costs of a 345 kV double-circuit or higher voltage facilities are allocated 20 

as follows:  21 

                                            
1   The latest published material describing PJM cost allocation procedures for the RTEP process can be 
found in PJM Manual 14B located at: https://www.pjm.com/-/media/documents/manuals/m14b.ashx 
 

https://www.pjm.com/-/media/documents/manuals/m14b.ashx
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o 50% of project costs are allocated to all PJM zones based on load 1 

ratio share (the AEP Zone load share percentage for January to 2 

December 2019 is 14.1%).  3 

o 50% of project costs are allocated on DFAX basis. 4 

• For market efficiency projects, Net Load Payment savings is used instead 5 

of DFAX to determine cost allocation. Net Load Payment savings is the net 6 

present value sum of energy and capacity market benefits for all benefiting 7 

transmission zones. 8 

 The second project category is Network Upgrades. These transmission 9 

projects result from transmission customer requests for generator interconnection, 10 

merchant transmission additions, and long-term transmission service. Customers 11 

that cause the need for Network Upgrades are responsible for the costs that are 12 

incurred. As an example, if a generator requested to connect to a transmission line 13 

and an upgrade was required to connect the generator, the generator would pay 14 

for the network upgrade. 15 

The third project category is Owner Projects. These projects are needed for 16 

many reasons, including regulatory requirements, modernization and hardening of 17 

the grid, replacement of failed equipment, proactive replacement of deteriorating 18 

assets prior to failure and improved operational efficiency and performance. A 19 

further discussion on the drivers that I&M considers in identifying Owner Projects 20 

can be found later in my testimony. The costs of Owner Projects are allocated to 21 

the transmission zone in which they are built.  22 
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Q. Do I&M and other Transmission Owners in the AEP Zone follow specific 1 

guidelines to determine the necessity of Owner Projects? 2 

A.  Yes. All AEP affiliated transmission owners follow an established and detailed 3 

protocol to evaluate and select Owner Projects that assures only projects that are 4 

needed in each transmission owner’s service territory are pursued. See 5 

Attachment KA-1, AEP Guidelines for Transmission Owner Identified Needs.  6 

 The guidelines discuss the drivers or inputs that should be considered when 7 

evaluating transmission system needs. The guidelines ensure that all AEP-8 

affiliated transmission owners are applying consistent criteria in evaluations, while 9 

each Transmission Owner ultimately determines the mix of Owner Projects needed 10 

to maintain the reliability of their transmission grid within the AEP Zone. 11 

Q. What drivers or inputs does I&M consider in identifying Owner Projects? 12 

A.  Consistent with the AEP Guidelines for Transmission Owner Identified Needs, the 13 

drivers considered in identifying Owner Projects include: 14 

• Equipment Condition, Performance and Risk: These are investments made 15 

to ensure the safe and reliable operation of the transmission system. The 16 

decision to pursue such projects can be based on equipment performance, 17 

obsolescence and expected life concerns, equipment condition, reliability 18 

impact, maintenance costs, environmental impact and engineering 19 

recommendations. 20 

• Operational Flexibility and Efficiency: These projects can optimize system 21 

configuration, lower equipment duty cycles, reduce the impact on and limit 22 

the exposure to customers for planned or forced outages and can facilitate 23 
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improved restoration times. They also provide opportunities to bring the 1 

system up to current standards and design principles. 2 

• Infrastructure Resilience: These projects can improve system ability to 3 

anticipate, absorb, adapt to and/or rapidly recover from disruptive natural or 4 

man-made events including severe weather, geo-magnetic disturbances 5 

and physical and cyber security challenges. 6 

• Customer Service: These projects accommodate new, increasing or future 7 

load so that the system can reliably address customer needs. 8 

• Other Drivers: Examples include industry recommendations, changes in 9 

established standards, state policy objectives, etc. 10 

Q. Are these drivers under I&M’s exclusive control? 11 

A.  No. Although I&M commits significant resources to reduce safety risks, maintain 12 

transmission assets consistent with industry practices, and plan capital investment 13 

to increase reliability performance, many of the drivers of Owner Projects are 14 

outside of I&M’s control and include regulatory requirements, interconnection 15 

requests, asset performance, and the need for modernization of protection and 16 

control systems. Although I&M has some control over its own specific asset 17 

replacement if the replacement is made before the asset’s failure, many of the 18 

underlying drivers of asset performance such as equipment age, equipment 19 

abnormalities, and environmental conditions are also outside of the Company’s 20 

control.  21 
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Q. Can you provide an example of an I&M Owner Project that supports these 1 

considerations? 2 

A.  I&M began construction on the Hartford City-Montpelier Transmission Line Rebuild 3 

Project in fall 2018, with project completion expected in spring 2019. The 69-4 

kilovolt (kV) transmission line that connects the Hartford City Substation to the 5 

Montpelier Substation in east central Indiana had reached a state where it was in 6 

need of replacement. Condition and performance issues that were considered in 7 

the decision to rebuild included but were not limited to: 8 

• 1960s wood pole construction  9 

• 24 open conditions (degrading structures, damaged conductor, etc.) 10 

• 13 momentary and 3 permanent outages in the last 5 years 11 

• Over 500,000 customer minutes of interruption (CMI) 12 

As part of the upgrade, approximately 8.5 miles of aging wood poles that do 13 

not meet current National Electrical Safety Code (NESC) standards will be 14 

replaced with steel monopole structures that are able to support higher capacity 15 

conductors and more readily withstand adverse weather conditions. The 16 

improvements in Blackford County will be essential to ensure continued reliable 17 

electricity is available for local customers. Proactive improvements like this 18 

example serve to reduce power outages and speed recovery of service when 19 

outages do occur.    20 

Q. What is PJM’s role in reviewing Owner Projects? 21 

A.  All projects affecting the topology of the grid, whether PJM identified or 22 

Transmission Owner identified, are subject to the stakeholder process within PJM. 23 
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While PJM does not formally “approve” Owner Projects, these projects are 1 

submitted to PJM and reviewed with the Transmission Expansion Advisory 2 

Committee (TEAC) and Subregional RTEP Committee – Western on a periodic 3 

basis in accordance with Attachment M-3. All TEAC and Subregional RTEP 4 

Committee – Western meetings are open and any transmission stakeholder can 5 

attend and participate. Stakeholder input regarding specific projects is vetted 6 

through this PJM committee meeting process. Attachment KA-2 contains 7 

presentation slides on I&M Owner Projects that were reviewed at the Subregional 8 

RTEP Committee – Western on April 23, 20192. As shown on Attachment KA–2, 9 

Owner Projects are subject to multiple rounds of review and detailed project 10 

information, including alternative solutions, is provided to stakeholders. Figure KA-11 

1 provides a table of scheduled meeting dates for the Subregional RTEP 12 

Committee - Western: 13 

Figure KA-1 
Upcoming Subregional RTEP Committee – Western Dates 

 

                                            
2 Additional meeting materials are available from PJM’s website at: https://www.pjm.com/committees-
and-groups/committees/srrtep-w.aspx  

Date Time
5/20/2019 12:00 p.m. - 4:00 p.m. EPT
6/17/2019 12:00 p.m. - 4:00 p.m. EPT
7/22/2019 12:00 p.m. - 4:00 p.m. EPT
8/27/2019 12:00 p.m. - 4:00 p.m. EPT
9/24/2019 12:00 p.m. - 4:00 p.m. EPT
10/21/2019 12:00 p.m. - 4:00 p.m. EPT
11/18/2019 12:00 p.m. - 4:00 p.m. EPT
12/16/2019 12:00 p.m. - 4:00 p.m. EPT

https://www.pjm.com/committees-and-groups/committees/srrtep-w.aspx
https://www.pjm.com/committees-and-groups/committees/srrtep-w.aspx
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Q. Is there also a process for reviewing transmission projects at FERC? 1 

A.  Yes. In addition to the PJM stakeholder review, there is another opportunity to 2 

evaluate the prudence of transmission projects at FERC. Specifically, AEP’s 3 

annual transmission formula rate filings include protocols for the review of both the 4 

annual projection and true up of the AEP formula rates.  5 

V.  FORECAST OF PJM REVENUES AND CHARGES 6 

Q. Please explain the development of the forecasted PJM revenues and costs. 7 

A.  The forecasted PJM charges are developed internally by AEP and its affiliated 8 

companies that have projected transmission investments over the forecasted 9 

period. The forecast methodology is described in detail by witness Heimberger; 10 

however, at a high level, the projected necessary capital investment, combined 11 

with the required operations and maintenance expense, is modeled to develop an 12 

estimated revenue requirement for I&M’s projected transmission in service. 13 

Through an analysis of historical and forecasted transmission system usage, the 14 

forecasted amount to be allocated to I&M through its role as an LSE is determined. 15 

The results of that process are included in Figure KA-2 shown below. 16 

Q. What is the Company’s forecast of PJM costs for beyond the Test Year? 17 

A.  I&M’s total PJM costs for 2014-2018 are shown in Figure KA-2 below. The forecast 18 

period from 2019 through 2023, including the 2020 Test Year, is also provided. 19 

Figure KA-2 also breaks out the amount of PJM NITS costs to demonstrate the 20 

significance of the PJM NITS costs compared to the total PJM transmission costs. 21 
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Figure KA-2 

I&M Historical and Forecasted PJM Costs (Total Company) 

 

As stated above and discussed below, increases in the Company’s PJM 1 

costs are being driven primarily by the PJM NITS costs.  In particular, PJM NITS 2 

costs are growing primarily due to charges in Accounts 4561035 and 5650016, 3 

which are billed by PJM to I&M in its role as the LSE for I&M’s native load 4 

customers.  Charges to these, and other NITS accounts, will continue to be 5 

incurred and are forecasted to be approximately $284.7 million (Total Company) 6 

for the Test Year. In addition, I&M is forecasted to incur approximately $64.4 million 7 

(Total Company) in non-NITS costs in the Test Year. As explained later in my direct 8 

testimony, I&M is responsible for the costs associated with infrastructure 9 

investment in the greater region of PJM’s transmission system, and thus the 10 

charges for which I&M is responsible are not fully controllable by the Company. 11 

0

100

200

300

400

500

600

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

$ 
Co

st
s (

M
ill

io
ns

)

Year

Non-NITS

NITS



KAMRAN ALI – 18 
  

 
Q. What is driving the increase in NITS charges for I&M? 1 

A.  The increase in NITS charges is being driven by investment in transmission 2 

infrastructure. In recent history, transmission investment was focused on system 3 

needs arising from retirement of generation due to environmental regulations. As 4 

previously described, the transmission system requires substantial investment to 5 

address aging infrastructure, cyber and physical security threats, and 6 

modernization of protection and control equipment. This requires infrastructure 7 

improvements occurring both within I&M’s service territory and the remainder of 8 

the AEP Zone. The costs associated with these investments are billed to the AEP 9 

Zone and charged to I&M through the monthly PJM bill and the AEP Transmission 10 

Agreement. 11 

Q. Are projects within the AEP Zone the only project type contributing to 12 

transmission charges from PJM? 13 

A. No. Transmission projects that solely benefit the AEP Zone are fully allocated to all 14 

LSEs in the AEP Zone, including I&M, and these costs are included in NITS 15 

charges. The cost of transmission projects that benefit more than one PJM zone 16 

are shared over the larger PJM footprint as determined by PJM. As a result, I&M 17 

may incur costs from multi-zonal projects, which are included in non-NITS charges.  18 

Q. Is the need for transmission infrastructure investment unique to I&M or 19 

PJM? 20 

A.  No. Industry wide, utilities are investing in the transmission system to meet the 21 

above-described needs. Nationally, transmission investment has increased 22 
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steadily over the past 10 years. I&M expects robust levels of investment will 1 

continue beyond the test year. 2 

VI.  COSTS RECOVERED THROUGH THE OSS/PJM RIDER 3 

Q. How are NITS costs billed to I&M? 4 

A.  NITS costs are billed to I&M in accordance with FERC approved tariffs, the PJM 5 

OATT and AEP’s Transmission Agreement. I&M recovers these costs through the 6 

OSS/PJM Rider. 7 

Q. What are the established criteria for cost recovery through the OSS/PJM 8 

Rider? 9 

A.  As Company witness Williamson explains, in determining whether to approve the 10 

tracking of costs, the Commission considers whether the costs are (1) collectively 11 

and potentially significant; (2) potentially variable or volatile; and (3) largely outside 12 

the utility’s control. My testimony identifies these PJM costs and explains how they 13 

satisfy these three criteria. The incremental growth is evidenced by the change in 14 

expenses over the period 2014 through 2018 as well as I&M’s forward-looking test 15 

year January 1, 2020 through December 31, 2020 (Test Year) and beyond. 16 

Q. Are these costs consistent with the costs currently recovered through I&M’S 17 

OSS/PJM Rider? 18 

A.  Yes.  This is further discussed by Company witness Williamson. 19 

Q. Are the PJM costs charged to I&M collectively significant? 20 

A.  Yes.  As shown on Figure KA-2, which provided historical PJM costs incurred by 21 

I&M from 2014 through 2018 and forecasted PJM costs from 2019 through 2023, 22 
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both the Non-NITS and NITS costs are significant and the NITS costs in particular 1 

are expected to increase.   2 

Q. Are these costs charged to I&M potentially variable or volatile? 3 

A.  Yes. There are costs related to ensuring an adequate transmission system is 4 

available to provide service. These costs flow to I&M through the PJM tariffs and, 5 

as shown in Figure KA-2, vary from year to year. The transmission capital additions 6 

for I&M include both PJM and Owner identified projects that are needed to maintain 7 

a reliable transmission grid. In some years, greater or fewer transmission projects 8 

may be completed by I&M. The same is true for other transmission owners in the 9 

AEP Zone and this contributes to the volatility of the NITS costs. 10 

Q. Can NITS costs include PJM baseline projects? 11 

A.  Yes. As I mentioned earlier, PJM baseline projects are included in the NITS rate if 12 

they are 100 percent allocated to the AEP Zone. This further contributes to the 13 

volatility of NITS costs. 14 

Q. Are NITS costs largely outside of I&M’s control? 15 

A.  Yes, they are. The drivers of the cost increases are due to the transmission system 16 

requiring substantial investment to address the considerations I previously 17 

discussed. As I explained earlier, each of the drivers of cost increases is largely or 18 

entirely outside the control of I&M and other transmission owners. However, each 19 

transmission owner in the AEP Zone has an obligation to ensure capital 20 

investments are prudent and necessary to maintain the reliability of the 21 

transmission grid. The FERC-approved AEP Transmission Agreement, to which 22 

I&M is a member, requires “[e]ach member [to] maintain its respective portion of 23 
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the Bulk Transmission System, together with all associated facilities and 1 

appurtenances, in a suitable condition of repair at all times in order that said system 2 

will operate in a reliable and satisfactory manner.”  The Transmission Agreement 3 

is attached as Attachment KA-3.  Consistent with that obligation, I&M will evaluate, 4 

prioritize, and select the Owner Projects that are necessary to provide a reliable 5 

transmission grid within its service territory. 6 

Q. Are NITS charges reasonable and necessary? 7 

A.  Yes. NITS costs are a necessary cost to maintain the reliability of the transmission 8 

grid and ensure equal access by all users of the transmission system. To ensure 9 

that Owner Project needs are clearly understood by stakeholders, they are vetted 10 

with stakeholders through PJM hosted stakeholder meetings. This transparent 11 

planning and vetting process ensures that Owner Projects that are incorporated 12 

into the RTEP are appropriate, efficient, and cost-effective solutions to planning 13 

criteria and system needs that benefit customers.   14 

VII.  SUMMARY 15 

Q. Please summarize your testimony. 16 

A.  The transmission system is necessary for the provision of retail service and 17 

investment in transmission infrastructure is needed to: address aging 18 

infrastructure; ensure better telecommunication connectivity to support 19 

supervisory control; install and improve data acquisition & protection systems; 20 

ensure physical and cyber security of critical assets; and reduce CMI related to 21 

transmission outages. 22 
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 Increases in the Company’s PJM costs are being driven primarily by the 1 

PJM NITS costs, which reflect increased transmission spending across the AEP 2 

Zone.  In addition, NITS costs are significant, volatile and largely outside the 3 

control of I&M. Further, extensive AEP and PJM processes for review and 4 

stakeholder input ensure that only projects that are reasonable and necessary are 5 

approved and implemented. As such, recovery of NITS costs through I&M’s 6 

OSS/PJM Rider remains a reasonable process for the recovery of I&M’s portion of 7 

the total NITS costs for the AEP Zone.  8 

Q. Does this conclude your pre-filed verified direct testimony? 9 

A.  Yes it does.  10 
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ARTICLE 11
ASSIGNMENT

11.1 This Agreement shall inure to the benefit of and be
binding upon the successors and assigns of the respective
parties.

IN WITNESS WHEREOF, the parties hereto have caused this
•Agreement to be executed in their respective corporate names and

on their behalf by their proper officers thereunto daily
authorized as of the day and year first above written.

Next Page is Signature Page

Issued By: Richard E. Munczinski
Senior Vice President, Regulatory Services

Effective: first day of the month after
the Commission issues a
fmal, non- appealable order
accepting the Agreement
for filing

Issued On: August 4, 2010

Attachment KA-3 
Page 13 of 15
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Transmission Agreement Among:
I

AMERICAN ELECTRIC POWER KINGSPORT POWER COMPANY,SERVICE CORPORATION,
By:By:
President and Chief OperatingSenior Vice President Officer

APPALACHIAN POWER COMPANY, OHIO POWER COMPANY, and
By: __ By:-------------------------
President and Chief Operating
Officer Vice President

WHEELING POWER COMPANYCOLUMBUS SOUTHERN POWER
COMPANY, By:-------------------------
By:------------------------- President
President and Chief Operating
Officer

INDIANA MICHIGAN POWER
COMPANY,

By:--------------------~---

KENTUCKY POWER COMPANY,

By:-------------------------
President and Chief Operating
Officer

Dated as of:

Issued By: Richard E. Munczinski
Senior Vice President, Regulatory Services

Effective: first day of the month after
the Commission issues a
fmal, non- appealable order
accepting the Agreement
for filing

Issued On: August 4, 2010

Attachment KA-3 
Page 14 of 15
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Appendix I

AEP Transmission Agreement
Allocation of Transmission Related Costs and Revenues

FERC
Account*

PJM
Billing
Basis

AEP
Allocation

Basis
AEP as Transmission Owner (Revenues)

1
,Transmission Owner Scheduling, System Control and Dispatch Service 456.1 NSPL ARRSIA
(PJM Schedule lA)

2 NITS (AEP LSE) 456.1 NSPL ATRR
3 NITS (Non-Affiliates) 456.1 NSPL ATRR
4 Grandfathered PTP (NCEMC) 456.0 Contract ATRR
5 PJM Expansion Cost Recovery Charge (ECRC) 456.1 NSPL ARREC
6 RTO Startup Cost Recovery Charge (SCRC) 456.1 NSPL ARRSC

AEP as LSE (Expenses)

7 Transmission Owner Scheduling, System Control and Dispatch Service 456.1 MWh MWh(PJM Schedule lA)
8 NITS Charges (for AEP Retail Load) 456.1 NSPL 12CP
9 NITS Charges for AEP FR Customersll 447.0 NSPL DA
10 NITS Reimbursement from AEP FR Customers 11 447.0 NSPL DA
11 Firm Point-to-Point Credits (for AEPRetail Load) 456.1 NSPL 12CP
12 Non-Firm Point-to-Point Credits (AEP Retail Load) 456.1 NSPL 12CP
13 Transmission Enhancement (Schedule 12) 565.0 NSPL 12CP
14 PJM Expansion Cost Recovery Charge (ECRC) 456.1 NSPL 12CP
15 RTO StartuQ Cost Recovery Charge (SCRC) 456.1 NSPL 12CP

NSPL
Contract
ARRSIA
ATRR
ARREC
ARRSC
12CP
DA

PJM Network Service Peak Load
Pre-OATT FERC Rate Schedules
Annual Revenue Requirement - Schedule lA
Annual Transmission Revenue Requirement
Annual Revenue Requirement - Expansion Cost Recovery
Annual Revenue Requirement - Stariup Cost Recovery
Average of 12 coincident peaks through 10/31 of prior year
Directly Assigned to Operating Company

* Note: Should the net amount in 456.1 for any Member be negative, e.g. more expense than revenue, the net expense will
be recorded in 565.0.

II Includes all transmission-related LSE expenses (NITS, Schedule IA, Point-to-Point Credits, Schedule 12, ECRC, SCRC)
which are directly assigned to Operating Company for AEP FR Customers.

Issued By: Richard E. Munczinski
Senior Vice President, Regulatory Services

Effective: fIrst day of the month after
the Commission issues a
fmal, non- appealable order
accepting the Agreement
for filing

Issued On: August 4, 2010

Attachment KA-3 
Page 15 of 15
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